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NEW POWER FOR SMALL FIRMS
At its meeting on July 21-22, the AICPA board of 
directors approved the establishment of a small 
firm advocacy committee (SFAC), under the aus­
pices of the private companies practice (PCP) exec­
utive committee, to represent and act as an advo­
cate in all areas of practice for firms with no more 
than ten professionals.
The AICPA’s 1994 membership records show that 
of 46,604 firms affiliated with the Institute, 45,346 
firms have ten or fewer AICPA members. Some 
30,764 firms have only a single AICPA member. 
Respondents to surveys and attendees at focus 
groups sponsored by the private companies practice 
section (PCPS) of the AICPA division for CPA firms 
indicated they want the Institute to increase its 
attention to the needs of small firms.
In connection with its role as the representative 
and advocate for all local and regional firms, the 
PCP executive committee appointed a task force to 
consider how it could best provide adequate repre­
sentation to small firms. The task force recom­
mended the creation of a committee that would 
focus solely on small firm needs. The executive 
committee concurred and requested the board to 
authorize the establishment of the SFAC.
The task force identified several areas that are 
particularly troublesome for small firms. These 
include the difficulty of keeping up with changes in 
tax legislation and in obtaining and retaining com­
petent staff when growth options may be limited.
Specialization is another issue. Small firms must 
weigh the need to specialize to remain competitive, 
versus possible resource burdens that may result 
from accreditation requirements.
The task force also identified other concerns. These 
include liability exposure and the cost of insurance, 
standards overload, the seasonal nature of the pro­
fession, competition from larger firms, and discrimi­
nation against small firms. (In 1991, the AICPA 
issued an anti-discrimination statement. If you 
believe you have been discriminated against solely on 
the basis of firm size, call (800) CPA-FIRM.)
William R. Brown, CPA, a New York City practi­
tioner and member of the PCP executive committee 
and the task force, will chair the SFAC. It is likely 
that concerns such as those identified will receive 
the new committee’s attention.
The Practicing CPA expects to work closely with 
the SFAC (Mr. Brown is an editorial advisor) and 
will devote space regularly to articles of particular 
interest to sole practitioners and small firms. This 
month we begin a quarterly supplement on profes­
sional liability matters, and have articles dealing 
with some of the concerns mentioned above. Some 
future issues will also include postcards encourag­
ing practitioners to express their concerns and 
problems, and to share ideas, suggestions, and solu­
tions to problems with the SFAC and peers. □
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Your Front Door to the World
Telephone operators, receptionists, secretaries, and 
sometimes file clerks frequently interact with 
clients. Their communication skills and general 
appearance are part of the client’s experience with 
your firm. Receptionists and telephone operators, 
particularly, are often the first person a client or 
prospective client sees or hears when contacting 
your firm. But just as often, these are among your 
lowest-paid and poorest-trained employees. The 
consequences can be detrimental to your firm. Let 
me give you some examples.
I once called a professional firm, listened to the 
phone ring nine times, and then heard “Smith and 
Jones, please hold," and there was a click. When the 
speaker came back on the line, I said, “Mr. Jones, 
please," and was asked, “Who is calling?" I said 
“Dave Cottle," and there was another click. After a 
while, I heard another voice, “Mr. Jones’ office," so 
I said, "Is he in?" The person said, “Who’s calling?"
That question caused two bad reactions: 1) If the 
operator were not going to tell Mr. Jones’ secretary 
who was calling, why did she ask?, and 2) Does my 
name determine whether Mr. Jones is in the office 
or not? Needless to say, I felt a little miffed.
Another company, a relatively new one, had 
enjoyed spectacular growth in its first two years of 
existence, but lately, growth had slowed. At their 
company retreat, I asked the executives who in the 
firm had the most contact with customers. After 
naming the president and the marketing vice-presi­
dent, they finally realized it was the receptionist. I 
asked them how the receptionist ranked in terms of 
training, pay, and respect in the firm. They then 
realized that their receptionist’s lack of communica­
tion and interpersonal skills had adversely affected 
the firm's public relations and marketing efforts. 
Some training soon corrected the problem.
Key point: Your receptionist (and telephone 
operator and secretary, if you have separate posi­
tions) is among your most important sales staff.
Practical tip: Invest in training your receptionist
The Bare Essentials
The receptionist has to know how to
□ Answer the telephone.
□ Handle complaints.
□ Handle telephone solicitors.
□ Manage every kind of emergency you nor­
mally experience.
□ Deal with angry or upset people.




□ Relay messages when people call in, includ­
ing what to do with the call slip after the mes­
sage is delivered.
□ Respond to conflicting demands from part­
ners, clients, vendors, and staff.
In addition, the receptionist must know
□ The names of every person and department.
□ The titles and duties of every person and 
department.
□ What to do if he or she doesn’t know how to 
handle an incoming call.
□ The names of very important people (VIPs) 
who are always put through or otherwise 
given special treatment.
□ How duties rank in priority.
and other staff who handle phone calls. Buy audio 
or video cassette programs or send staff to semi­
nars. Whatever method you choose, make sure you 
train these key front-line people before they interact 
with clients.
Managers tend to underestimate the importance 
and complexity of the receptionist position. Often, 
they hire a new receptionist, acquaint the individ­
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ual with the desk and telephone equipment, and 
that’s about it. Ten minutes later, the firm’s 
largest client calls and the receptionist says, 
“Could you please spell your name?” Don’t laugh. 
It happens.
Following are a few key points that will help your 
receptionist and your firm make a good impres­
sion.
Don’t say, “Who’s calling?”
Instead, say, “May I ask who is calling?” or “May 
I tell Ms. Smith who is calling?” and then tell Ms. 
Smith.
Don’t say, “He hasn’t come in yet.”
Instead, say, "He is not in his office at the 
moment.”
Don’t say, “I don’t know where she is. I saw her 
just a minute ago."
Instead, say, "She is away from her desk at the 
moment.”
Don’t say, “He left early today.”
Instead, say, “He is out of the office until tomorrow.”
Don’t say, “She’s out sick.”
Instead, say, "She is not in the office today.”
The exhibit on page 2 contains a list of what a 
firm’s receptionist has to know. These are the bare 
essentials in order to function at minimum effi­
ciency, but will probably show the job to be more 
complicated than you realized.
Attracting clients is a traditional marketing 
function. Retaining clients is a function of inter­
active marketing by your front-line staff. Your 
receptionist, or whoever answers the telephone, is 
your front door to the world. Perhaps as much as 
90 percent of your communicating is handled by 
your receptionist. The type of impression he or 
she makes is most important. □
—by David Cottle, CPA, David Cottle Consulting, 
13899 Biscayne Boulevard, Suite 141, Miami, 
Florida 33181-1650, tel. (800) 223-1644, FAX (305) 
947-9305
Editor’s note: The above comments are excerpted 
from Mr. Cottle’s book, Client-Centered Service: 
How to Keep Them Coming Back for More, John 
Wiley & Sons, 1990, New York. To purchase the 
book, cost $95.00, contact Mr. Cottle at the above 
address.
The AICPA MAP Committee's Executive 
Education Program
The executive education program developed by the 
AICPA management of an accounting practice com­
mittee and the University of Texas at Austin offers 
partners and managers the opportunity to update 
their planning and management skills and improve 
their decision-making and supervisory abilities on 
campus at the University.
The complete program consists of six 2 1/2-day 
modules, with two modules being presented each 
year. The purpose is to provide training in manage­
ment theory and skills that can be applied in any 
organization, with minimum time required away 
from the office. The cost of each module, including 
materials, lunches, breaks, reception, and trans­
portation between hotel and campus, is $1,000, and 
participants may register for individual ones. A pro­
gram certificate will be awarded to participants who 
complete all six modules.
John Skukalek, a Grand Rapids, Michigan, CPA 
who participated in Module 2, believes there is a need 
in the accounting profession for executive training. 
He says the program fills a void and that he has been 
able to apply some of the lessons to firm activities.
Mr. Skukalek thinks a session on team building was 
particularly pertinent. He has been able to use some 
of the ideas in his day-to-day interactions with people 
and in more formal activities such as staff meetings.
Steven Nicokiris, a New York City practitioner, 
also believes the delegation and team-building ses­
sion has direct applicability because the firm where 
he practices is organized into teams. He says it has 
been helpful to compare this structure with con­
cepts gleaned from the session and from other par­
ticipants to see if the firm’s teams are operating as 
effectively as they might.
Mr. Nicokiris says that in one of the exercises, the 
program participants formed teams to negotiate 
with one another. He says the exercise demonstrat­
ed the need to work together to achieve a goal, and 
has relevance to firm personnel who are working on 
an engagement.
Module 3 will be held on October 17-19 and will 
focus on market orientation, marketing communi­
cation, gaining a competitive advantage through 
service quality, service marketing strategy and plan­
ning, and managing services for profit.
To obtain a course description and registration 
form, call the AICPA, (212) 596-6138, or (800) CPA- 
FIRM. □
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The Best Source of New Business
A continuous flow of qualified prospects is a neces­
sary condition for success in practice development. 
My article in the July Practicing CPA dealt with mak­
ing prospecting activities both cost-effective and 
successful. The following comments will outline 
how to make the process even simpler and more 
enjoyable.
Accounting firms can skip the expensive and time­
consuming steps of obtaining prospects and con­
verting them to clients by using their most valuable 
assets in the marketplace—their current clients and 
the clients lost most recently.
Previous clients can be excellent sources of 
prospects if the relationship was terminated for rea­
sons such as changes in the client’s industry, busi­
ness, or personal situation, rather than over dis­
putes about fees and service. If ex-clients hold the 
CPA firm in high esteem for its ethical standards, 
competence, and service orientation, they should 
feel comfortable about referring business. Also, ex­
clients’ own situations or satisfaction levels with 
their current CPA firms might have changed in the 
interim. They themselves might be excellent 
prospects once again.
Present clients are the best prospects for new busi­
ness development. You have already established 
that these individuals and organizations meet your 
criteria for desirable clients. If you are truly aware 
of their needs and take steps to fulfill them, you will 
increase a client’s loyalty to the firm and be in an 
enviable position to develop additional business. 
Client loyalty is earned every day and should never 
be taken for granted. It is one of the critical factors 
to the long-term success of the CPA firm.
A progressive and client-focused CPA firm main­
tains a detailed profile on every client. The profile 
summarizes current client services and services that 
were provided in the past. More important, it 
should outline future services the client needs, or 
will need, to meet its objectives.
The accounting firm should be aware of clients’ 
goals, long-term and short-term performance 
regarding these goals, and the personal goals and 
motivation of key individuals in each client organi­
zation. Based on my experiences with accounting 
firms across the country, I believe only about 25 to 
30 percent of clients’ total needs are met. The reason 
is that firms usually don’t take the time to under­
stand and explore clients’ future needs. Clients may 
not be aware of their future needs, so it requires a 
genuine interest and a thorough investigation on 
the part of the CPA to uncover and fulfill them.
Present clients are the most important source of 
referrals that will enable the CPA firm to develop 
new business. Since they are familiar with the 
accounting firm’s capabilities, policies, and require­
ments for clients, present clients generally refer 
individuals and organizations that meet those crite­
ria. Present clients can also provide valuable 
"inside” information about these referrals because 
they generally move in the same circles, are in sim­
ilar businesses, or work in the same industries. The 
process of converting their referrals into viable 
prospects and clients is considerably more cost- 
effective and productive than when working with 
“blind” leads obtained through mailings and tele­
marketing activities.
Seeking referrals and additional business from 
present, satisfied clients should be an ongoing effort 
on the part of every CPA firm that is interested in 
cost-effective practice development. The possibili­
ties with present clients should be explored before 
embarking on any other effort or activity to obtain 
new business and prospects.
As well as making the prospecting process less 
expensive and time-consuming, this method of 
practice development is simply the most successful 
one. In addition, it offers the comfort of asking for 
referrals from people who are motivated to help the 
firm succeed and with whom one already enjoys a 
good relationship. Ten loyal clients can provide 
enough referrals and new business to meet the 
annual practice development goals of most account­
ing firms. □
—by Vin Manaktala, Ph.D., Manaktala and Company, 
37 Hilldale Road, West Hartford, Connecticut 06117- 
1412, tel. (203) 233-0788, FAX (203) 233-1088
Editor’s note: The above comments are excerpted 
from Mr. Manaktala’s book, tentatively titled 
Optimum Practice Development, to be published by 
Commerce Clearing House, Chicago, in 1995.
Questions for the Speaker 
(Billing for phone calls)
If you encounter client resentment when 
you bill for phone calls, how do you 
overcome it?
Dennis A. Hein, a Wheat Ridge, Colorado, 
CPA suggests telling the client that the first 
six minutes are free and that additional time 
will be charged. An alternative to charging 
might be to use a higher billing rate or to 
build compensatory time into the bid.
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ALTERNATE DISPUTE RESOLUTION CONSIDERATIONS
At one stage, a high level of liability claims that 
began in the late 1960s caused architects' and pro­
fessional engineers’ professional liability insurance 
to almost vanish. But through the institution of loss 
prevention procedures and the use of alternative 
dispute resolution (ADR), which resulted in vastly 
improved claims experience, the market for archi­
tects and engineers liability coverage is today quite 
healthy. Further, there is no indication that the 
number or severity of claims against architects and 
engineers has grown at a faster rate than claims 
against other professional groups.
ADR is a euphemism for three basic means of 
resolving disputes: binding arbitration, mediation, 
and mini-trials. The most common form of ADR is 
binding arbitration, where the parties present their 
case to a neutral third party (either an individual or 
a panel of individuals) under the auspices of a neu­
tral administrator who provides the rules for pre­
senting and resolving the issues submitted by the 
parties. Although arbitration need not be binding, 
most parties generally use binding arbitration 
because the costs of arbitrating a claim, while sub­
stantially less than litigation, are nevertheless not 
insignificant.
Mediation is always non-binding. In mediation, a 
neutral party meets with opposing parties and seeks 
to facilitate a resolution of their dispute. This can 
either be done in meetings with both sides or by 
meeting with the disputing parties individually. 
Mediation requires skilled individuals who have the 
ability to analyze claims and point out to the parties 
the relative weaknesses of their positions in an 
attempt to have them appreciate the merits of their 
opponent's views.
Mini-trials focus on the crucial issues in a dispute 
rather than addressing them all. Unlike a court or 
arbitration proceeding, in a mini-trial the parties 
will only present their positions on one or a small 
number of issues which are likely to determine the 
overall outcome of the claim. By proceeding in this 
way, the disputants can eliminate many of the 
expenses which might otherwise be incurred in 
resolving a claim.
In a mini-trial, the selected issues can be tried 
before a third party either by using the rules of evi­
dence applied by the courts or the more relaxed 
rules of evidence associated with arbitration pro­
ceedings. The determining body can either be a 
judge sitting without jury or a panel of jurors, and 
the decision of the fact-finders can either be binding 
or non-binding. In some cases involving large insti­
tutions, mini-trials are heard by the respective 
CEO’s of the disputing parties in an effort to facili­
tate settlement of the dispute.
Advantages of ADR
Because they focus on important matters instead of 
cumbersome procedures, ADR proceedings tend to 
be a lot cheaper than court litigation, even if the 
parties are required to pay the expenses of the 
administrator and the neutral party involved in the 
resolution of the dispute. The cost savings come in 
a number of ways, only one of which is that claims 
are resolved more quickly.
Although a vast majority of cases filed with the
In This Supplement
□ Alternate dispute resolution proceedings are 
well-suited to many claims, APL 1-2.
□ What to do when a client files for bankruptcy 
protection, APL 3-4.
□ Loss prevention seminars offer benefits, APL 4.
Accountants Professional Liability APL 1
courts are ultimately settled, this frequently does 
not take place until the parties have engaged in sub­
stantial formal discovery proceedings, if not motion 
practice. By focusing the parties on essential issues, 
ADR reduces the likelihood that the dispute will 
generate high emotions which can interfere with 
settlement efforts. Disputes can thus be resolved 
more quickly and on a less costly basis.
Accountants liability cases are extremely difficult 
to litigate, largely because considerable time must 
be spent educating jurors on a host of technical 
accounting issues so they can reach a fair and just 
resolution of the dispute. Unfortunately, many sim­
ply cannot understand all the technical issues. Even 
a bench trial will not guarantee the quality of justice 
if the judge is unsophisticated in accounting, audit­
ing, and tax matters.
Educating triers-of-fact in ADR proceedings is 
minimal, as arbitrators and mediators are hand- 
picked based on their prior training and experience. 
Accordingly, the ultimate decision is not likely to be 
based on ignorance of the subject matter.
Disadvantages of ADR
Perhaps the most significant disadvantage of ADR is 
the lack of full discovery. (Tracing how a defalcation 
was perpetrated is extremely important in a defalca­
tion case.) Fortunately, most liability cases filed 
against CPA firms arise out of the tax practice where 
the discovery needs are greatly reduced. In such 
cases, the limited amount of discovery available in 
arbitration proceedings is generally sufficient.
A second major limitation of ADR proceedings is 
the inability of a party to join a third-party in the 
dispute. ADR proceedings, by their nature, are con­
sensual, and it is difficult, if not impossible to join a 
proceeding in which the accounting firm and its 
client have already agreed to submit their claims to 
arbitration or mediation.
The third major drawback is the inability to 
appeal. Whereas court proceedings are the subject 
of frequent appeals, arbitrators are not required to 
explain their decisions, and courts can overturn the 
rulings of arbitrators on only procedural grounds. 
Arbitration proceedings are thus rarely successfully 
appealed.
Implication of ADR 
on accounting liability claims
While ADR proceedings are not useful in the full 
range of accountants liability claims, they are par­
ticularly well-suited to most claims, including those 
arising out of failure to uncover a defalcation and 
claims arising out of a tax practice or other consul­
tation services. Claims in which a third party is like­
ly to be involved (such as some defalcation claims 
and non-client claims based upon erroneous finan­
cial statements) are not particularly well-suited to 
ADR procedures.
The most serious claims against large accounting 
firms cannot be submitted to ADR proceedings. 
Since most claims against small- and mid-size firms 
generally require a minimal amount of discovery 
efforts, they are well suited to ADR proceedings. 
Also, because animosities are less likely to escalate 
during an ADR proceeding, chances are improved 
that the CPA firm will be able to retain the client fol­
lowing resolution of their dispute.
While ADR is still in its infancy for disputes 
involving accounting firms, the realization that liti­
gation costs represent more than half of the costs of 
resolving claims against small- and mid-size 
accounting firms has led many firms, accounting 
societies, and insurers to consider the use of ADR. 
Because of the advantages of ADR over court pro­
ceedings, it is likely that by the turn of this century, 
a majority of claims against small- and mid-size 
accounting firms will be submitted to some form of 
ADR proceedings. □
—by Dan L. Goldwasser, Esq., Veder, Price, 
Kaufman, Kammholz & Day, 805 Third Avenue, 22nd 
Floor, New York, New York 10022
The FICPA ADR Program
In the late 1980s, Florida courts began ordering 
many pending cases to pretrial mediation, both 
as a supplemental means of discovery and as a 
successful method of inducing settlement 
between the parties. The courts found that pre­
trial mediation resulted in the settlement of 
pending matters in as many as 80 percent of the 
cases referred.
Based on this success, the Florida Institute of 
Certified Public Accountants (FICPA) made a 
commitment to devise methods utilizing ADR 
techniques to help reduce the potential liability 
costs to its members. CNA Insurance Companies, 
working closely with FICPA, has embarked on a 
trial ADR program which encourages Florida 
CPAs to place mediation clauses in their engage­
ment letters which cover any disputes between 
the firm and the client.
The Professional Liability Insurance Plan Committee’s Objective is to assure the availability at reasonable rates of profession­
al liability insurance for local firms, and to assist them in controlling risk through education. For information about the AICPA 
plan, call its administrator toll free at 1-800-221-3023.
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What to Do When a Client Files 
for Bankruptcy Protection
Bankruptcy laws were enacted to provide debtors 
with a fresh start by relieving them of substantial 
amounts of their debt while retaining certain 
exempt assets. Bankruptcy filings often result in 
creditors receiving little, if any, of the amounts 
owed them. Nevertheless, you should make an effort 
to preserve your rights to make a claim against a 
bankruptcy estate.
Bankruptcy filings most often fall into one of the 
following categories:
□ Chapter 7—Liquidation of an individual’s or 
corporation’s non-exempt assets (that is, assets 
reachable by creditors).
□ Chapter 11—Individual or corporate reorganiza­
tion. (Liquidation is possible under Chapter 11.)
□ Chapter 13—Reorganization for individuals with 
regular income, who owe less than $100,000 in 
unsecured debts and $350,000 in secured debts.
After a bankruptcy is filed, a proof of claim form 
is sent (usually within a month) to all creditors list­
ed by the debtor. On occasion, there may be reasons 
not to file this form. For example, it may cause a 
waiver of your right to a jury trial, should the debtor 
subsequently sue you. In most cases, though, the 
proof-of-claim form should be filed, together with 
duplicate copies that the court clerk can stamp and 
return to you.
In a Chapter 7 or 13 case, proofs-of-claim forms 
must be filed within 90 days after the first date set 
for a meeting of creditors (usually 30 to 45 days 
after the initial bankruptcy filing). The 90-day peri­
od begins when the date is scheduled, not when the 
meeting is held. This distinction is important 
because delays in creditors’ meetings do not extend 
the time in which to file a proof of claim.
To obtain an extension, you must file a motion 
with the bankruptcy court during the 90-day period. 
Failure to file a proof of claim in a Chapter 7 case 
causes the claim to be subordinated to most other 
claims, including the timely filed claims of unse­
cured creditors. This usually means the late-filed 
claimant will receive no distribution.
In a Chapter 11 case, proofs of claim must be filed 
within the time set by the bankruptcy court. 
Creditors will receive notice of that date, usually 
with their proof-of-claim form. A creditor in a 
Chapter 11 case does not have to file a proof of 
claim if he or she is listed as having a claim that is 
not disputed, contingent, or unliquidated on the 
schedule the debtor filed with the court.
If the creditor is listed as having disputed, contin­
gent, or unliquidated claims, then a proof of claim 
must be filed. Failure to do so, under such circum­
stances, causes the claim to be barred, not just sub­
ordinated as in Chapter 7. If the case is converted to 
Chapter 7, a claim must be filed; so it is wise to take 
such action, whether necessary or not.
Usually, accountants have general unsecured non­
priority claims. That means they do not have any 
security of the debtor and are not entitled to any pri­
ority status under the Bankruptcy Code, such as is 
accorded certain administrative, employee, and tax 
claims. As a result, accountants usually can expect 
payment on their claims after secured claims and 
priority unsecured claims are paid.
Performing professional services 
after bankruptcy filing
Once a client files for bankruptcy protection, it is 
possible to retain an accounting relationship with 
that client by representing either the debtor (former 
client), trustee, creditors’ committee, or bondhold­
ers’ committee. To do this, you must get court 
approval, unless you were regularly employed on 
salary by the debtor. Failure to obtain approval may 
result in denial of professional fees.
Typically, to obtain court approval you must be dis­
interested and not hold any interest adverse to the 
bankruptcy estate. This means you may not have a 
claim against the estate (usually for professional fees) 
nor represent the debtor’s principals or major creditors.
Some courts will allow accountants to be retained 
despite their holding claims against the estate. Most 
will allow accountants to be retained if they waive 
any claims that arose prior to the bankruptcy filing. 
You should make sure that the bankruptcy judge 
has signed an order authorizing your retention 
before performing any services for the debtor. 
Interested parties will be allowed to file objections, 
and the court may hold an evidentiary hearing on 
the reasonableness of the fees and expenses.
Any fees are subject to approval by the court. To 
be paid, accountants must file fee applications with 
detailed time entries of work performed and 
charges incurred. The accountant should consult 
with the attorney for the party retaining him or her 
before starting work, in order to determine the 
court’s requirements regarding fee applications.
The potential for litigation
An accountant’s exposure to potential litigation 
when a client has filed for bankruptcy protection is 
no greater than if the client were not in bankruptcy, 
except for certain causes of action a client will have. 
One cause of action to be aware of is the law of pref­
erential transfers, also known as preferences. Under 
this law, the debtor or trustee for the debtor’s estate 
may recover payments received by the accountant 
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from the debtor under certain conditions.
Trustees, on the other hand, might not be inclined 
to bring lawsuits a debtor might otherwise bring 
because they must use the money in the estate wise­
ly. They must also justify their expenses to the court 
if their attorneys expect to be paid.
The trustee will, therefore, perform a cost-ben­
efit analysis before suing a creditor for malprac­
tice and will only proceed if he or she deems it a 
good case. A trustee is unlikely to sue merely to 
stop a creditor from filing a proof of claim, the 
way a debtor might file a countersuit to avoid 
paying fees. A trustee is also less likely than a 
debtor to be swayed by emotions or to object to 
an accountant's proof of claim.
Accountants liability in bankruptcy
As an example of what can happen, one accountant 
was sued three separate times as a result of a 
client’s bankruptcy. The first claim resulted from 
the audit of the client, a publicly traded wholesaler.
The shareholders sued the accountant, among 
others, alleging the accountant should have uncov­
ered massive defalcation by company officers. The 
second suit was filed to recover preferences alleged­
ly received by the accountant, consisting of certain 
fees previously paid. The third lawsuit involved the 
accountant’s alleged breach of contract with regard 
to the allegedly improper audit. In the end, even 
though the accountant filed a proof of claim for 
fees, the CPA had to pay the bankruptcy estate near­
ly twice the amount of the fees sought.
Summary
Although a client's bankruptcy can mean a loss of 
most, if not all, unpaid fees, it does not usually place 
the accountant at increased risk of a lawsuit, with 
the exception of possible preference exposure. It 
may even offer an opportunity to perform profes­
sional services for the bankruptcy estate. □
Loss Prevention Seminars
To help AICPA members further reduce the cost of 
their premiums, CNA Insurance Company sponsors 
a series of loss prevention seminars. CNA plans at 
least sixty-five such seminars for 1994. These semi­
nars are designed especially for small- to medium­
size accounting firms. For larger firms, individual­
ized seminars may be arranged on a case-by-case 
basis.
Accounting professionals who attend a seminar 
can earn a credit toward their premium, and can 
earn up to four hours of CPE credit, depending on 
state insurance department approval. The feasibili­
ty of expanding the course for additional CPE cred­
it is being explored.
The premium discount can be as high as 7.5 per­
cent a year. The discount is based on the percentage 
of accounting professionals in a firm who attend the 
seminars. For example, if three accountants in a 
firm of six professionals attend a seminar, the pre­
mium discount is half of the 7.5 percent available, 
or 3.75 percent. An individual accountant’s atten­
dance is applicable for three consecutive years 
toward the firm’s premium credit.
The seminars increase an accountant’s awareness 
of potential liabilities, help reduce the chances of a 
claim, and aid an accountant in handling potential 
claims situations. Each seminar topic assists 
accountants in recognizing behaviors or conditions 
that may decrease the risk of a malpractice lawsuit, 
through a comprehensive workbook and video 
vignettes.
A schedule of upcoming seminars is opposite.
Loss Prevention Seminars
Sixteen loss prevention seminars are sched­
uled from October to December 1994. 
Detailed information will be mailed to you 




































For more information, contact your local agent or 
call the AICPA Plan, (800) 221-3023. □
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Your Voice in Washington
Workload compression—AICPA develops 
new proposal
Endorsement of a proposal developed by an AICPA 
task force to solve the workload compression prob­
lem, which has plagued CPAs since enactment of 
the Tax Reform Act of 1986, will be sought this fall 
from U.S. Department of the Treasury officials by 
AICPA representatives. Then, when the 104th 
Congress convenes at the beginning of next year, the 
AICPA will launch its legislative campaign.
Solving the workload compression problem has 
been named one of the AICPA’s top legislative prior­
ities for 1995 by its board of directors. The proposal 
is one Congress ought to accept, particularly since it 
includes a funding mechanism to meet financing 
questions members of Congress are sure to ask.
Specifically, the proposal would link a fiscal-year 
election for a passthrough entity with a requirement 
that the entity, rather than the individual owners, 
make estimated tax payments to the government on 
behalf of the owners. An owner would not pay indi­
vidual estimated tax on the entity income, but 
would report that income—and take credit for the 
estimated tax paid—on the next 1040 form filed. 
Partnerships and S corporations remaining on a cal­
endar year would not be subject to this requirement.
AICPA opposes GATT funding mechanism
The AICPA voiced strong opposition to Congress and 
the Department of the Treasury about one of the 
Clinton Administration’s proposals to fund the 
Uruguay round modifications to the General 
Agreement on Tariffs and Trade. The Administration 
has targeted changes to the taxation of inventory 
transactions to help fund the $12 billion cost caused 
by loss of tariff income. A copy of the letter is avail­
able by dialing (201) 938-3787 from a FAX machine, 
following the voice cues, and selecting document no. 
305.
Discussions with IRS on computer-generated 
tax forms pay off
The AICPA tax division has been talking with the 
IRS to ease the restrictive procedures the Service 
issued in May concerning the use of computer-gen- 
erated tax forms. Proof of the success of the discus­
sions came with the issuance in July of Revenue 
Procedure 94-51 revising the procedures set out in 
Revenue Procedure 94-34.
Revenue Procedure 94-51 states there will be future 
restrictions on the use of IRS-published forms or 
machine-readable substitutes, but the effective date 
will be sometime in the future when the Service’s 
new computer systems become operational. □
Conference Calendar
National Governmental Accounting and
Auditing Update
September 22-23—The Buttes Resort,
Tempe, AZ
Recommended CPE credit: 16 hours
Public Relations Conference*
September 28-30—The Palmer House
Hilton, Chicago, IL
Recommended CPE credit: 18 hours
The National Practice Management and
Marketing Conference*
October 3-5—The Westin Peachtree Plaza, 
Atlanta, GA
Recommended CPE credit: up to 27 hours
National Advanced Litigation Services
Conference
October 20-21—The Pointe Hilton at
Tapatio Cliffs, Phoenix, AZ
Recommended CPE credit: 16 hours
National Conference on Federal Taxes
October 31-November 1—Grand Hyatt,
Washington, DC
Recommended CPE credit: 16 hours
National Auto Dealership Conference
October 31-November 1—Flamingo Hilton, 
Las Vegas, NV
Recommended CPE credit: up to 20 hours
National Governmental Training Program
October 31-November 2—Hyatt Regency,
New Orleans, LA
Recommended CPE credit: 24 hours
National Conference on Banking*
November 3-4—Grand Hyatt, Washington, DC
Recommended CPE credit: 16 hours
Credit Unions Conference
November 7-8—Sheraton New Orleans, 
New Orleans, LA
Recommended CPE credit: up to 21 hours
National Small Firm Conference*
November 9-11—New Orleans Marriott, 
New Orleans, LA
Recommended CPE credit: up to 28 hours
Annual Conference on the Securities Industry
November 16-17—Jacob Javits Center, New 
York, NY
Recommended CPE credit: 14 hours
To register or for more information, call the 
AICPA CPE division, (800) 862-4272.
*For more information, call the AICPA meet­
ings and travel department, (201) 938-3232.
Practicing CPA, September 1994
6
Effective Performance Evaluations
Partners and staff alike often dread performance 
evaluations. Some people believe they are a waste of 
time because, so often, the individual conducting 
the evaluation is unskilled in that task or uncom­
fortable about pointing out shortcomings. But prop­
er evaluations are essential if firm personnel are to 
perform up to expectations and develop profession­
ally.
The objective of every performance evaluation 
should be to provide the individual being evaluated 
with complete, accurate, honest, and balanced feed­
back. The evaluation should tie in performance with 
career development needs, and provide the firm 
with information to make intelligent and legal man­
agement and personnel decisions.
The basic reasons for conducting evaluations are 
to let people know how they have performed recent­
ly, to determine what is expected of them, and to 
allow them to discuss concerns and problems with 
the person to whom they report. The evaluator’s 
basic goals should be to reinforce desirable aspects 
of performance, discuss performance improvement 
opportunities, listen to any concerns, and lay the 
groundwork for an improved relationship and 
understanding.
Performance should be evaluated continually, not 
just once or twice a year. Care should be taken to 
evaluate performance, not personalities; to focus on 
individual development; to involve the person being 
evaluated in the process; and to enhance his or her 
self-esteem. One further point: Performance evalua­
tions should be kept separate from salary review ses­
sions. If not, when given five performance goals to 
attain and word of a specific increase in salary, 
most individuals will leave the session thinking only 
of the amount of the raise.
Steps to conducting effective performance 
evaluations
Gather essential data. Review the individual’s per­
sonnel file, major responsibilities, documentation 
from previous evaluations, and any other data, 
including information from co-workers and clients, 
that may apply.
Prepare a schedule. Allow for at least a one-hour 
session, so that people have time to talk about items 
of interest to them. Tell people to be prepared to dis­
cuss past performance, accomplishments, prob­
lems, and professional development ideas.
Arrange for a controlled location. Try to avoid all 
interruptions and phone calls by choosing a site 
such as a conference room. Make the atmosphere as 
informal as possible, and consider postponing the 
session if you or the person being evaluated is emo-
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Pitfalls to Effective Evaluations
Before the evaluation, 
failing to
□ Set realistic performance standards.
□ Develop an evaluation plan.
□ Follow-up on previous commitments.
□ Hold timely evaluations.
□ Allow the individual to prepare.
□ Separate performance from salary dis­
cussions.
□ Document individuals’ shortcomings.
During the evaluation,
□ Not obtaining the individual’s participa­
tion.
□ Not dealing with specifics.
□ Not clarifying your own position.
□ Making accusations.
□ Dwelling on past problems.
□ Using the same example for all inadequa­
cies.
□ Assuming that the individual agrees with 
you.
□ Becoming defensive.
□ Focusing on personalities.
□ Assuming that talk is the same as action.
□ Being biased or prejudiced.
□ Not considering alternatives.
After the evaluation, 
failing to
□ Implement the development plan.
□ Review how you conducted the evalua­
tion.
□ Follow-up on commitments.
□ Review ongoing results with the individ­
ual prior to his or her next evaluation.
tionally distressed.
Plan the evaluation. Decide where you want the 
discussion to lead so you can keep it on track. 
Prepare a list of topics you wish to discuss, the 
points you wish to cover, and the questions you 
want answered. Anticipate questions you might be 
asked.
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Clarify the purpose of the evaluation. Tell the per­
son being evaluated what you hope to accomplish. 
Start the session with a positive attitude. Be your­
self, be friendly, and be sincere. Make it clear that it 
will be a two-way discussion.
Present the results of the evaluation. Ask for a self­
evaluation of the individual’s major accomplish­
ments and areas needing improvement. Discuss 
these, in that order, and express your own opinion. 
Give specific examples of each strength and weak­
ness. Always try to begin by providing positive feed­
back, avoiding comparisons with other people.
Discuss development needs. Keep criticism of past 
performance to a minimum. Focus on the future, 
emphasizing counseling and development. Identify 
problems and obstacles that prevent the individual 
from achieving optimum performance, and encour­
age the person to suggest ways to overcome defi­
ciencies.
Summarize the individual's overall job perfor­
mance. Discuss specific areas where improvement is 
expected. Reach agreement on the need for future 
development, discuss possible approaches, and cre­
ate an action plan.
Summarize the discussion. Recapitulate the evalu­
ation to ensure that there is complete understand­
ing of what remedial actions will be taken. Ask the 
person if there are additional thoughts or comments 
and express your confidence in the individual’s 
future job performance. End the session on a posi­
tive note.
When the evaluation is completed, you should 
review your own performance in conducting it 
Determine what you did well and what you did 
poorly. Were you surprised by anything? Do you 
think you built a stronger relationship with the per­
son being evaluated?
How to provide constructive feedback
One of the most difficult aspects of conducting an 
evaluation is giving constructive feedback on areas 
where the individual needs to improve. We often 
worry that this will demotivate the person or com­
plicate the working relationship. Yet we all realize 
that every member of the firm must know what is 
expected of him or her, especially in cases where 
performance is falling short of what is acceptable. 
Here are some ideas on how you can better provide 
constructive feedback.
Remember that timing is important. The longer 
such feedback is delayed, the more likely it is the 
reaction will be negative. Hold a discussion on the 
topic at issue while the assignment is still fresh in 
everyone’s mind. Take care to give specific examples 
of where the performance did not meet expectations 
and explain why this is a problem. Listen with 
understanding. Encourage the individual to 
describe how the problem might be solved, then 
agree on specific solutions and offer your assis­
tance. Set follow-up and completion dates.
If the problems are severe, the development plan 
might need to contain a written warning about the 
consequences of non-improvement. But always give 
someone the opportunity to change behavior and 
improve performance.
In summary, evaluation should be an ongoing 
process, and, if it is to be effective, remedial action 
should be taken within a short period of time. All 
individuals should be given the opportunity to 
accept responsibility and authority if they are to be 
evaluated on their performances and grow profes­
sionally. □
—by Robert E. Biddle, Jr., Bowman & Company, 
601 White Horse Road, Voorhees, New Jersey 08403- 
2401, tel. (609) 435-6200, FAX (609) 435-0440
Combating Standards Overload
Many practitioners are frustrated by what is com­
monly referred to as "standards overload.’’ 
Unfortunately, the increasing complexity of business 
and financial transactions appears to offer little 
relief. The continuing development and use of deriv­
ative contracts and securities is an outstanding exam­
ple of the expanding financial framework in which 
business is conducted today. More specific and com­
plex mandated accounting standards are a direct 
reaction to this.
All is not lost, however. In fact, challenge often 
presents opportunity. Following are some strategies 
you might consider to help you operate successfully 
in this environment.
Define the practice areas of your firm. It has 
become much more difficult for sole practitioners 
and small firms to practice efficiently in all areas 
and industries. Some have found that by concen­
trating on specialized areas, they can continue to 
operate a high-quality and profitable practice.
Use a complete, high-quality accounting and audit­
ing service. Checklists, illustrative financial state­
ments and auditor reports, audit programs, and 
other practice aids help you comply with existing 
standards. Subscribing to a high-quality service will 
help you keep current with recent pronouncements, 
interpretations, and guidelines.
Develop and maintain an appropriate accounting 
library. The following publications provide practi­
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tioners with suitable guidance:
□ AICPA Professional Standards (product no. 
005013).
□ FASB Original Pronouncements (product no. 
005043).
□ AICPA Audit and Accounting Guides (for the 
industries in which you practice).
□ AICPA Technical Practice Aids (product no. 
005053).
□ FASB Emerging Issues Task Force Abstracts 
(product no. EAB93).
□ FASB Staff Qs and As (available for FASB 
Statement nos. 87, 88, 91, 96, 106, and 109).
□ Codification of Original Pronouncements: 
Governmental Accounting and Financial 
Reporting Standards, if your practice includes 
governments (product no. GCD94).
See below for ordering information.
Focus your training. Concentrate on continuing 
professional education courses that relate to the 
specialized areas of your practice.
Learn to use computers effectively. This should 
enhance firm productivity and efficiency and, ulti­
mately, increase profitability. Some common com­
puter uses include trial balance, fixed asset man­
agement, technical research, income tax return 
preparation, tax planning, and time and billing pro-
grams. In addition, firms have developed various 
spreadsheet applications and are making increased 
use of communication software.
We all know the public accounting profession has 
changed dramatically in recent years, and, undoubt­
edly, the proliferation of professional standards has 
been a contributing factor. Many practitioners have 
found that a focus on selected, specialized service 
areas and access to appropriate technical and pro­
fessional materials has helped them counter stan­
dards overload. Others might find the above ideas 
help them deal with the challenges created by this 
environment. □
—by Richard V. Siewert, CPA, Charles Bailly & 
Company, Lutheran Brotherhood Building, Suite 
1250, 625 Fourth Avenue South, Minneapolis, 
Minnesota 55415
Editor’s note: Most of the publications listed above 
are available from the AICPA order department. To 
purchase products, call (800) TO-AICPA. Ask for 
operator PC. EITF Abstracts, Staff Qs and As, and 
Governmental Accounting and Financial Reporting 
Standards can be obtained from the FASB order 
department. To purchase these products, call (203) 
847-0700 (extension 10).
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